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August 23, 2019 
 
 

VIA HAND DELIVERY & ELECTRONIC MAIL 
 
 

Luly E. Massaro, Commission Clerk 
Rhode Island Public Utilities Commission 
89 Jefferson Boulevard 
Warwick, RI  02888 
 
RE:   Docket 4857 - Adoption of Performance Incentives Pursuant to  

R.I. Gen. Laws § 39-1-27.7.1(e)(3)  
          Responses to Joint PUC Data Requests – Set 1 
        
Dear Ms. Massaro: 
 

On behalf of National Grid1 and the Rhode Island Division of Public Utilities and Carriers 
(Division), I have enclosed ten (10) copies of joint responses to the Public Utilities Commission’s 
First Set of Joint Data Requests in the above-referenced docket.  The Company and the Division 
are co-sponsoring Joint PUC 1-1 and Joint PUC 1-3 through Joint PUC 1-5.   

 
 Thank you for your attention to this transmittal. If you have any questions, please contact 
me at 401-784-7288. 
 
        Very truly yours, 

               

 
 
        Jennifer Brooks Hutchinson 
Enclosures 
 
cc: Docket 4857 Service List 

Leo Wold, Esq. 
Christy Hetherington, Esq. 

  

                                                 
1 The Narragansett Electric Company d/b/a National Grid (National Grid or the Company). 
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Acting Assistant General Counsel & Director 
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The Narragansett Electric Company 
d/b/a National Grid 

RIPUC Docket No. 4857 
In Re:  Adoption of Performance Incentives 

Pursuant to R.I. Gen. Laws § 39-1-27.7.1(e)(3)   
To Apply to the Electric Infrastructure, Safety, and Reliability Plan 

Responses to Commission’s First Set of Joint Data Requests 
Issued to National Grid and Division 

On May 31, 2019 
   
  

Prepared by or under the supervision of:  Patricia C. Easterly and Gregory L. Booth, PE 

Joint PUC 1-1 
 

Request: 
 
Based on the description of projects eligible for the capital efficiency mechanism proposed in the 
DPUC’s April 9th filing in Docket 4857, please provide the following: 

 

a. For all Infrastructure, Safety, and Reliability Plans filed pursuant to R.I. Gen. Laws § 39-
1-27.7.1, provide a list of all projects that would have qualified for the Capital Efficiency 
Mechanism (CEM) program.  
i. For the Division: please provide the source of the data predating FY 2012 in Chart 3 

of Mr. Booth’s testimony and how a plan variance was established for these years.    
 

b. For all projects listed in part a, please show the target budget and actual cost of the 
projects at the time the project budget would have been formally set for the purpose of 
scoring the project in the CEM.  Please also indicate what the expected budget variance 
was at the time the project budget would have been set for scoring the CEM. For 
example, if in FY 2012 through FY 2014 the expected project budget variance was +/-
50% at the time the project budget would have been set for scoring the CEM, but since 
FY 2018 the variance would have changed to +/-10%, please indicate that.  
 

c. For all projects listed in part a, lease provide the amount each eligible project was over or 
under budget using the responses in part b. For projects whose budget-to-completion 
period spans multiple years, correct the assumed inflation in the budget for actual 
inflation. 
 

d. For all projects listed in part a, please provide the percentage over or under the budget 
using the responses from part c. 
 

e. For all projects listed in part a, please provide the incentives (positive or negative) that 
would have been earned using both the Division’s metric and National Grid’s metric.  
 

f. To the extent possible, please identify how project phases contributed to a project cost 
variance.  Please indicate the cost variances before and after the time at which the project 
budget would have been formally set for the purposes of scoring the project in the CEM.   
 

g. For all projects listed in part a, and to the extent possible, please describe the reasons why 
actual costs varied from the cost budget. 
 

Start response on next page  



The Narragansett Electric Company 
d/b/a National Grid 

RIPUC Docket No. 4857 
In Re:  Adoption of Performance Incentives 

Pursuant to R.I. Gen. Laws § 39-1-27.7.1(e)(3)   
To Apply to the Electric Infrastructure, Safety, and Reliability Plan 

Responses to Commission’s First Set of Joint Data Requests 
Issued to National Grid and Division 

On May 31, 2019 
   
  

Prepared by or under the supervision of:  Patricia C. Easterly and Gregory L. Booth, PE 

Joint PUC 1-1, page 2 
 
Response to part a (Joint): 
 
The first step in determining which projects would qualify for the Capital Efficiency Mechanism 
(CEM) would be to identify those projects emanating from Area Studies, and which produce 
recommended discretionary projects in the System Capacity and Asset Condition categories of 
the ISR Plan.  Next, only those projects exceeding $500,000, which have achieved a Project 
Grade estimate of +/- 10%, would be eligible for the CEM.  For the purposes of this data request 
response, the terms Project Grade, Project Estimate, and Full Sanction are used interchangeably 
to refer to a project that has achieved a +/- 10% estimate.  
 
To date, the Company has effectively completed three Area Studies as that term is used by the 
Rhode Island Division of Public Utilities and Carriers (Division) in assessing the ISR: 
Providence, East Bay, and Central Rhode Island East. There are multiple projects, or groups of 
projects, emanating from these Areas Studies that are included in the Company’s current ISR 
Plan and are expected to exceed $500,000 (i.e. Warren Substation, East Providence Substation, 
and Providence Study projects).  These projects are in preliminary stages of engineering and cost 
estimation, have not reached Full Sanction, and are not ready for construction.  However, prior to 
implementing a more robust and formalized Area Study process, the Company performed 
smaller scale system evaluations in the Providence, Pawtucket, and Quonset geographical areas. 
Those studies produced recommended projects of South Street Substation Rebuild and Dyer 
Indoor Substation (Providence), Southeast Substation (Pawtucket), and Quonset Substation 
(Quonset), which could be considered as sample projects for the purposes of this data request 
response.  
 
The South Street Rebuild was a major capital investment project that was driven by capacity and 
asset condition, but also included significant investment related to downtown Providence 
development and revitalization.  It was a multi-year, complex project with transmission, 
substation and distribution components.  Due to the multiple stakeholders and issues involved, it 
is not recommended as a sample project in response to this data request. The Dyer Street 
Substation and Southeast Substation projects are in final engineering, are not ready for 
construction and, therefore, do not have estimates that meet the threshold for the CEM.  The 
Quonset Substation project, however, is nearing completion of construction.  Although all costs 
have not been finalized, it would, in principle, qualify for the CEM as proposed by the Division.  
Therefore, the Division and Company propose using Quonset Substation as a representative 
project that qualifies for the CEM. 
 



The Narragansett Electric Company 
d/b/a National Grid 

RIPUC Docket No. 4857 
In Re:  Adoption of Performance Incentives 

Pursuant to R.I. Gen. Laws § 39-1-27.7.1(e)(3)   
To Apply to the Electric Infrastructure, Safety, and Reliability Plan 

Responses to Commission’s First Set of Joint Data Requests 
Issued to National Grid and Division 

On May 31, 2019 
   
  

Prepared by or under the supervision of:  Patricia C. Easterly and Gregory L. Booth, PE 

Joint PUC 1-1, page 3 
 
Response to part a (Division Only): 
 
The source of the data pre-dating FY 2012 in Chart 3 of Mr. Booth’s testimony came from  
Mr. Booth’s FY 2012 testimony in Docket No. 4218, Exhibit GLB-4, which utilized the 
Company’s response to Division 1-4 Information Request together with the Company’s annual 
comparisons from each subsequent ISR Plan filing. The plan variance was established for these 
years by simply taking the difference between the filed and actual spending. PUC 1-a-
i_Attachment 1 is Mr. Booth’s pre-filed direct testimony in FY 2012 ISR Plan Docket No. 4218 
and PUC 1-a-i_Attachment 2 is National Grid's response to Division’s Information Request, 
Division 1-4.   
 
Response to parts b-g (Joint): 
 

b. The Quonset substation forecasted costs were compared to Full Sanction amounts in the 
summary below.  The forecasted costs, and not actual costs, are used for this example 
because the final actual costs are not available as the project is not closed.  The Full 
Sanction amounts reflect the Company’s cost estimate within a +/- 10% variance.  In the 
Quonset substation example, the CEM would have been established at the time of Full 
Sanction, therefore with a cost variance tolerance of +/-10%. 

 
c.  The project Final Sanction, or CEM benchmark in this example, as compared with the 

projected project cost are as follows:  
 

  
 
 

This project spanned multiple years; however, prior to the new estimating processes, the 
Company’s estimating details did not separately identify inflation.  Therefore, inflation 
cannot be corrected for assumed vs. actual inflation. 

 

Full 

Sanction  Forecast

Under/ 

(Over) 

Sanction Percent

Capital 8,630             8,528       102          1.2%

O&M 104                 107           (3)             ‐2.6%

Removal 285                 236           49             17.1%

Total 9,019             8,871       148          1.6%



The Narragansett Electric Company 
d/b/a National Grid 

RIPUC Docket No. 4857 
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Pursuant to R.I. Gen. Laws § 39-1-27.7.1(e)(3)   
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Issued to National Grid and Division 

On May 31, 2019 
   
  

Prepared by or under the supervision of:  Patricia C. Easterly and Gregory L. Booth, PE 

Joint PUC 1-1, page 4 
 

d.  See table in part c. of this response, above. 
 

e.   Using the variance identified in the Table in the response to partc, above, the capital and  
removal underspending of $151,000 would yield an incentive using the Division’s 
bandwidth of 1%, the project exceeded that bandwidth.  The incentive would be $25,041 
using the Company’s calculation and $12,520, using the Division’s calculation, based 
solely on the variance amount for capital and removal.  As the Company suggested in its 
pre-filed Rebuttal testimony in this docket, additional attributes should be considered in 
identifying variances that represent efficiency (i.e. outputs).     

 
f.  The changes in project cost estimates occurred before Full Sanction; therefore, in the 

Project Development phase.   
 

g.   While the Company performed a detailed review of estimating variances for purposes of 
responding to this data request, that review was performed in conjunction with this 
docket.  It is not possible to retroactively perform that analysis in detail as the project 
progressed because the variances that occurred were within the Company’s existing 
tolerances. The review performed in conjunction with this docket indicates that variances 
were due to increasingly detailed project design information and scope changes driven by 
the customer driven aspect of the project.  The Company believes that similar changes 
will be partially addressed by the new Complex Capital Delivery process through the 
sanction process, discussed in more detail in the response to Joint PUC Data Request 1-2, 
but not all such variances will be captured as that point.  Previous to the new Complex 
Capital Delivery process, the Company would capture the Full Sanction amount after 
detailed engineering design and receipt of contractor bids, where applicable.  The 
estimate at Full Sanction would have been considered the CEM benchmark.  Under the 
new Complex Capital Delivery process detailed engineering design occurs after the Full 
Sanction point; further refinement of project details will occur after Full Sanction, which 
will likely impact project estimates.  The response in Joint PUC 1-2 suggests that the 
benchmark cost for the CEM be set after the detailed design and bids are received.   

 
Since only one project was identified as a representative project that would be eligible for 
the CEM for purposes of this response, the Company and Division are proposing to  use 
two existing projects--the Southeast Substation project and the Dyer Street project-- as 
test cases to further review and agree on the benchmark methodologies and further 
inform design of a CEM. 
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The Narragansett Electric Company 
d/b/a National Grid 

Electric Draft ISR Plan FY2012 
Responses to Division’s Informal Information Requests 

Issued September 1, 2010 
    
 

Division 1-4 
 
Request: 
 

Referring to Section 5, Attachment 1, Page 2, please provide workpapers supporting the 
Cost of Removal on Line 13. 
 
 
 
Response  

 
The detail to support the estimated COR is shown in the attached table.  Please note that 

the Company budgets for the cost of removal prior to the installation of assets.  We therefore 
estimate the COR based on the projected capital outlays, not on the expected capital to be placed 
into service in a particular year.  The assumptions used to project the estimated COR are based 
on prior experience for a particular budget classification.  
 
 
 

PUC 1-a-i_Attachment 2
RIPUC Docket No. 4857

Page 1 of 2



FY 2006 FY 2006 FY 2007 FY 2007 FY 2008 FY 2008 FY 2009 FY 2009 FY 2010 FY 2010 FY 2011 FY 2011 FY 2012 
BUDGET CLASS Budget Actual Budget Actual Budget Actual Budget Actual Budget Actual Budget Forecast Proposed 

3rd Party Attachments -                  362,916      -                  75,680        280,000       (123,199)     208,000        873,018      306,000          780,847      620,000      795,000      641,000            
Land and Land Rights - Dist 180,000      199,978      180,000      244,275      230,000       313,141      291,200        310,128      326,000          274,560      309,000      292,000      321,000            
Meters – Dist 1,976,000   1,609,398   1,900,000   1,768,581   1,950,000    2,194,959   2,101,000     2,135,191   2,690,000       2,042,048   2,040,000   2,150,000   1,803,000         
New Business - Commercial 6,192,000   6,178,305   4,425,000   7,782,725   7,210,000    7,602,534   5,691,500     6,993,422   5,801,000       4,705,078   5,550,000   5,100,000   6,157,500         
New Business - Residential 4,500,000   5,111,949   4,200,000   6,564,788   5,900,000    4,951,161   5,512,000     2,856,774   2,699,000       3,256,239   3,750,000   3,560,000   3,917,000         
Outdoor Lighting - Capital 400,000      523,859      400,000      573,758      1,000,000    712,535      1,001,200     1,236,779   945,000          941,164      680,000      700,000      718,000            
Outdoor Lighting - Capital MV -                  - - -                   - 350,000        - 300,000          61,933        -                  23,000        300,000            
Public Requirements 3,814,000   4,393,841   3,297,500   (790,093)     3,010,000    1,640,703   3,906,968     1,465,029   4,126,000       3,121,260   3,810,000   3,130,000   3,968,000         
Transformers & Related Equipment 3,240,000   4,504,947   3,500,000   4,812,334   5,050,000    6,595,658   4,960,800     5,301,415   6,533,000       4,128,756   4,255,000   3,100,000   3,811,000         

Statutory/Regulatory Total 20,302,000  22,885,193  17,902,500  21,032,048 24,630,000 23,887,492 24,022,668 21,171,756 23,726,000   19,311,885  21,014,000  18,850,000 21,636,500     
Damage/ Failure 3,250,000   7,655,568   4,550,000   6,764,097   5,650,000    7,266,897   6,496,000     7,488,952   7,419,000       9,143,559   8,925,000   8,000,000   9,245,000         
Major Storms – Dist -                  609,088      678,175      10,000         375,380      100,000        856,490      500,000          (112,426)     440,000      3,400,000   460,000            

Damage/Failure Total 3,250,000   8,264,656   4,550,000   7,442,272 5,660,000  7,642,277 6,596,000   8,345,442 7,919,000     9,031,133   9,365,000  11,400,000 9,705,000       
Woonsocket & Related -                  - - 1,014,000    80,639        2,650,000     57,883        2,108,000       1,043,789   6,080,000   2,400,000   5,005,000         
Asset Replacement 9,323,000   5,828,465   8,241,000   8,314,885   8,631,000    12,381,390  7,050,732     10,793,745  10,847,000     11,530,572  721,000      3,500,000   4,732,050         
Asset Replacement - I&M (NE) -                  - 400,000      28,022        300,000       20,727        325,000        112,553      1,298,000       490,942      400,000      200,000      1,381,000         
Substation Capital - Dist -                  -                  - - -                   -                  -                     -                  -                  -                  -                       
Safety -                  - - 75,000         76,680        65,000          (22,943)       -                     -                  -                  -                  -                       

Asset Condition Total 9,323,000   5,828,465   8,641,000   8,342,907 10,020,000 12,559,436 10,090,732 10,941,238 14,253,000   13,065,303  7,201,000  6,100,000 11,118,050     
Corporate/Admin/General -                  (3,136,053)  2,441,291   (60,904)       -                   (3,464)         -                     (1,238,810)  -                  - -                       
Facilities 693,000      742,137      890,000      563,836      121,166      -                   134,036      -                     256,800      -                  200,000      -                       
General Equipment 100,000      54,233        100,000      12,601        75,000         324,847      67,600          154,236      161,000          391,872      200,000      250,000      278,000            
Telecommunications Capital - Dist -                  143,386      23,333        -                   - 175,000        - 7,000              - 485,000      350,000      -                       

Non-Infrastructure Total 793,000      (2,196,297)  990,000      3,041,061 75,000       385,109    242,600      284,808    168,000         (590,138)     685,000     800,000    278,000          
Coventry & Related -                  - -                  - 4,345          950,000        89,324        1,128,000       558,222      300,000      100,000      1,000,000         
Hopkinton & Related -                  - -                  - 372             150,000        96,615        645,000          547,535      200,000      125,000      800,000            
Newport & Related -                  394             1,155,000   4,139          1,215,000    305,411      950,000        715,163      5,731,000       2,926,839   1,500,000   1,750,000   720,000            
West Warwick & Related -                  - -                  - - - 195,000          114,900      450,000      100,000      520,000            
Load Relief 5,964,000   7,306,395   4,648,000   6,694,784   5,030,000    3,486,228   4,335,500     5,988,143   6,780,000       4,650,580   1,958,000   4,225,000   6,492,920         
Reliability 2,922,500   3,022,794   5,745,000   3,529,889   5,104,000    5,446,383   5,667,500     3,878,186   3,641,000       5,768,069   2,214,000   3,750,000   5,199,430         
Reliability - FEEDER HARDENING 1,390,000   650,810      1,413,500   1,316,796   1,085,000    4,315,685   4,654,000     3,828,491   4,314,000       2,888,145   2,013,000   1,100,000   3,230,100         

System Capacity and Performance Total 10,276,500  10,980,393  12,961,500  11,545,608 12,434,000 13,558,424 16,707,000 14,595,922 22,434,000   17,454,290  8,635,000  11,150,000 17,962,450     
Grand Total 43,944,500  45,762,410  45,045,000  51,403,896 52,819,000 58,032,738 57,659,000 55,339,166 68,500,000   58,272,473  46,900,000  48,300,000 60,700,000     

SPENDING 
RATIONALE

Capital Outlays by Key Driver Category and Budget Classification 

System 
Capacity and 
Performance 

Statutory/ 
Regulatory 

Damage/ 
Failure

Asset 
Condition

Non-
Infrastructure
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The Narragansett Electric Company 
d/b/a National Grid 

RIPUC Docket No. 4857 
In Re:  Adoption of Performance Incentives 

Pursuant to R.I. Gen. Laws § 39-1-27.7.1(e)(3)   
To Apply to the Electric Infrastructure, Safety, and Reliability Plan 

Responses to Commission’s First Set of Joint Data Requests 
Issued to National Grid and Division 

On May 31, 2019 
   
  

Prepared by or under the supervision of:  Patricia C. Easterly 

Joint PUC 1-2 
Request: 

 
At the May 14, 2019 technical session, National Grid represented that changes in its budgeting 
process has had a significant effect on how actual costs for capital projects compare to budgeted 
costs compared to previous time periods. Regarding this representation:  

 
a. Please describe the changes to budgeting, project management, or any other process that 

were changed, 
 

b. Please provide the problems the changes were addressing, and include National Grid’s 
formal problem statement if one exists, 
 

c. Please provide the information and/or analysis that identified and substantiated the 
existence of the problem. 

 
Response: 
 

a. The Company launched a new Complex Capital Delivery process in April of 2018 and 
since that date is using the new process to develop all new, complex electric system 
projects. The Complex Capital Delivery process engages a newly formed Options 
Solution Engineering Group (OSEG) that works with the Distribution Planning and Asset 
Management (DPAM) team when detailed option analysis is undertaken within Area 
Studies and other complex project sponsorship efforts.  

 
OSEG is responsible and accountable to provide estimates for all complex electric system 
projects. OSEG performs a multi-step process in developing initial option estimates, 
including assessing whether the options fit an available set of standard designs and, if not, 
developing specific cost estimates with the Estimating Department. These initial cost 
estimates will be used by DPAM to select an initial preferred option that is included in 
the Long-Term Investment Plan.  Estimates at this stage have limited-scope definition 
and therefore require a corresponding level of estimate accuracy. 
 
The project then progresses to the Development Phase, which can generally last between 
6 and 24 months. During this phase, the scope is completed using more refined estimating 
tools, incorporating site investigation, permitting, and stakeholder involvement earlier in 
the process and integrating a risk assessment workshop into the analysis. As a result, risks  
 



The Narragansett Electric Company 
d/b/a National Grid 

RIPUC Docket No. 4857 
In Re:  Adoption of Performance Incentives 

Pursuant to R.I. Gen. Laws § 39-1-27.7.1(e)(3)   
To Apply to the Electric Infrastructure, Safety, and Reliability Plan 

Responses to Commission’s First Set of Joint Data Requests 
Issued to National Grid and Division 

On May 31, 2019 
   
  

Prepared by or under the supervision of:  Patricia C. Easterly 

Joint PUC 1-2, page 2 
 

are incorporated more formally within this phase, and design requirements are identified 
earlier to minimize future scope changes.  
 
By the end of the Development Phase, a formal Project Estimate is developed by the 
Estimating Department and used for a full project sanction, with a governance tolerance 
of +/-10%.  
 
After the full sanction, a project progresses to the next stage where detailed engineering 
design is completed and work that will be done by contractors is put out for bid.  Project 
cost estimates will be updated and re-sanctioned if they exceed the 10% tolerance.  The 
Company believes this is the correct point from which to set the benchmark cost for the 
Capital Efficiency Mechanism (CEM).  As project estimates are refined and progressed 
throughout the project’s life cycle, the Company updates the forecasted capital spend as 
part of its existing forecast processes.   

 
The Complex Capital Delivery process was implemented with goals that include:  

 
 Efficient progress supported by a Stage/Gate delivery model and reporting; 
 Smooth achievement of necessary sanctions; 
 Early agreement on scope, baseline schedule, and baseline cost; 
 Accurate identification of risks and estimation of costs; 
 Effective decision-making and analysis, reducing or eliminating need to revisit 

decisions; and 
 Efficient assumption of project responsibilities by the downstream project leader.  

 
b.   Our core business performance heavily depends on the success of its capital deployment, 

and the Company annually invests substantially in complex capital projects.  Therefore, 
efficient and effective delivery of complex capital projects is a core capability 
requirement of NGUSA.  NGUSA  did not identify a specific problem but rather 
identified an aspiration to improve our capital delivery process.   The ambition of 
designing an improved Complex Capital Delivery process is to significantly improve our 
complex capital project management capabilities to be best in class within 3 years by 
delivering complex capital projects fit for purpose at a lower unit cost, on time and within 
budget. 

 
c. See response to b, above 
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Request: 
 

Considering all projects listed in PUC 1a, please provide the following: 
 

a. Identify all time periods during which National Grid feels there were differences in the 
way budgeting and/or project management were conducted such that these differences 
would cause an important difference in the average variance between the budget and 
actual cost of Capital Efficiency Mechanism-eligible projects (the changes described in 
responses to PUC 2a, for example, might be identified in this response depending on the 
respondent’s opinion). 
 

b. Please calculate the unweighted mean and standard deviation for all projects using the 
inflation-adjusted data responding to PUC 1c.   
 

c. Please calculate the weighted mean (using project budget as the weighting parameter) and 
standard deviation for all projects using the inflation-adjusted data responding to PUC 1c. 
 

d. Please calculate the unweighted mean and standard deviation for each period identified in 
part a.   
 

e. Please calculate the weighted mean and standard deviation for each period identified in 
part a.  
 

f. Please perform a normality test of the respondent’s choice on the distributions in parts b, 
c, d, and e.  

 
Response: 
 

a. Since the response to Joint PUC 1-1a includes an analysis for only one project and the 
variance identified in Joint PUC 1-1c is not substantial, that analysis did not identify any 
changes to the processes that would have changed the variance by a significant amount. 

 
b-c. Since the response to Joint PUC 1-1a includes analysis for only one project and the 

 estimating details for that project did not separately identify inflation, the Company and  
 the Division did not consider these questions to be applicable.   
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d-e. Since the response to Joint PUC 1-1a includes an analysis for only one project, it is not 
   possible to calculate the unweighted and weighted mean and standard deviation for the    
   variance identified in Joint PUC 1-1c. 

 
f.     Please see the response to parts b, c, d, and e, above.   
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Request: 
 

Using the data responses in PUC 3d and 3e please calculate an effect size for each pre- and post-
change period pair identified in PUC 3a (assuming the distributions are sufficiently normal).  
Please indicate what measure of effect size was used (for example, Cohen’s d). 
 
Response: 
 
See response to Joint PUC 1-3.  Since only one project was analyzed in Joint PUC 1-1, this 
question is not applicable to one project. 
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Request: 
 

Please recalculate all parts of PUC 3 and PUC 4, but exclude the budgeted and actual costs for 
project phases that would have occurred before the time at which the project budget would have 
been formally set for the purposes of scoring the project. 
 
Response: 
 
See response to Joint PUC 1-3 and Joint PUC1-4.  Since only one project was analyzed in Joint 
PUC 1-1, this question is not applicable to one project. 
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Request: 
 

Based on the responses above and any other information the respondent feels is relevant, please 
describe how the capital efficiency mechanism will change the utility’s performance.  In 
addition: 

 
a. Please indicate if the data supports underperformance (for example, National Grid’s 

actual costs are higher than budgeted costs by an important difference)  
 

b. Please indicate if the data supports an opportunity for improved performance (for 
example, an important difference in budget variance can be achieved during the project 
phases that would occur after the project officially entered the Capital Efficiency 
Mechanism program).  
 

Response (a-b): 
 
A well-designed capital efficiency mechanism, by providing the Company a revenue opportunity 
tied to the delivery of customer savings, will enable the Company to focus resources on the 
identification and execution of incremental savings opportunities.  By providing the Company a 
meaningful performance incentive related to its capital project execution, it will encourage the 
Company to 1) rigorously search for new efficient delivery options and 2) implement options for 
mitigating risks associated with project execution efficiencies.  Pursuing such options might 
entail additional analysis, time, and resources to identify innovative potential savings 
opportunities and might also involve exposure to more uncertainty.  Analysis would also be 
required to assess uncertainties, the efficiency they might deliver and propose mitigating 
measures to offset any additional risk. 
 
As noted in the Joint response to PUC 1-1, only one project, Quonset Point, was identified for 
assessing impacts under the CEM.  The Company and Division, therefore, concluded that one 
project is not able to provide sufficient data for assessing under-performance or opportunity for 
improvement.  However, there is no reason to believe that all potential efficiencies have been 
captured.  An objective of this incentive is to establish a framework that better mirrors the 
outcomes of competitive markets, where firms have an ever-present incentive to innovate to 
lower costs.  That said, given the limited data available, the Company and Division are 
suggesting using the Southeast substation and Dyer Street Substation projects as test cases to 
further inform the design of a CEM.   
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Request: 
 

Has the respondent identified specific opportunities for cost savings in its existing capital project 
process that could be addressed by the Capital Efficiency Mechanism? If so, what are the 
opportunities?  
 
Response: 
 
As noted in the Company’s Rebuttal Testimony in this docket submitted on May 3, 2019, the 
Company supports an efficiency mechanism that optimizes risk and spending for the benefit of 
customers. To accomplish that goal, we believe a method that encompasses a full scope of 
efficiency opportunity should be developed.  
 
The Capital Efficiency Mechanism (CEM) focuses on actual costs as compared with estimated 
costs submitted prior to the commencement of construction, which only captures execution 
savings and only one part of the overall planning lifecycle.  The planning lifecycle consists of 
four general phases, Needs Case, Options Selection, Project Development, and Execution.  
While we believe that there are still opportunities for further efficiency in the Execution phase, 
the Company believes that the CEM, as designed, misses opportunities to drive potentially large 
efficiencies in the other three phases.  A broader incentive that captures all four phases will 
provide the greatest benefits to customers.  In addition, the Company recommended a bandwidth 
of 10% given the limited population of projects expected to be under the scope of the Division’s 
proposal.  The Company believes that a higher bandwidth than 1% is appropriate given the 
limited ability to manage variances with a small portfolio of projects. 
 
The Company does identify continuous improvement efficiency opportunities that are used to 
adjust designs and construction sequences.  These efficiencies often are already captured in the 
project estimates but may not be in all circumstances if they are identified after the project 
estimate is established.  The execution phase of a project lifecycle is primarily subject to risks, 
which generally escalate project costs.  The Company currently evaluates options for reducing 
these risks, and an incentive would encourage further review of options to balance risks and 
costs.   
 
As discussed in Joint PUC 1-6, the value of the incentive is that it enables the Company to focus 
resources on identifying potential opportunities to manage risk during the execution phase and 
achieve efficiencies that might otherwise be overlooked. absent the management focus the  
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incentive provides. Also, the value of the incentive is to provide the Company with the potential 
payoff necessary to work through challenges or risks associated with potential opportunities for 
savings that might otherwise impede the achievement of those savings.  Not all potential savings 
are currently known.  An objective of this incentive is to establish a framework that better 
mirrors the outcomes of competitive markets, where firms have an ever-present incentive to 
innovate to lower costs.  
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